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Reponse of FF to Shocks in NBRX
"The Liquidity Effect"
Response of NBRX to Shocks in NBRX
Pre - 1989 Sample
Pre - 1989 Sample
Post - 1989 Sample









Figure 4. Impulse Response Functions of the Reserves Market VAR
Comparison of responses when periods with target changes are excluded
Notes:
- The VARs include the variables RRX, NBRX, and FF and the responses are calculated with the same Wold causal ordering.
- 1-state VAR: Refers to a VAR estimated with all the observations in the subsample.
- 2-state VAR: Refers to a VAR that excludes observations that correspond to changes in the Federal funds rate target.













Response during Periods when














Figure 5: Response of Treasury-note Rates to
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Figure 6: Response of Treasury-note Rates to the Components























































Response to the expected component
of a target change that was expected
Response to the surprise component
of a target change that was expected
Reponse to the surprise component of a
target change that was unexpected
Response to the suprise component of unexpected





















* * * * * * * * * * * *
* * * *
* *




* * * * * *
* Indicates not significant at the conventional 95% confidence level
Figure 7: Reponse of Treasury-note Rates to Different Elements
of Surprise Target Changes/No Changes 
Table 1: Estimates for the ACH model 
 
Dependent Variable: Indicator Variable of Changes in the Federal Funds Rate Target 
  
Sample 1: 4/25/1984-11/1/1989 
 
Parameter     Variable  Coefficient  Std. Err.  t-statistic 
1 d   Constant  1.32  0.41  3.22 
2 d   FOMC t  -0.95  0.40  -2.39 
3 d   FOMC t-1  -0.67  0.35  -1.92 
4 d   Inflation Rate t-1  -5.79  2.47  -2.34 
q   1 , 1 - t u   0.07  0.05  1.43 
b   1 , 1 - t l   0.75  0.11  6.91 
Mean Log-Likelihood:  -90.91    Sensitivity: 0.74 





Sample 2: 11/15/1989-3/24/1999 
 
Parameter    Variable  Coefficient  Std. Err.  t-statistic 
1 d   Constant  2.29  0.54  4.21 
2 d   FOMC t  -1.55  0.43  -3.56 
3 d   |FFR-TB6|t-1  -2.22  0.50  -4.46 
4 d   Duration PRt-1  -0.04  0.02  -1.81 
q   1 , 1 - t u   0.03  0.03  0.84 
b   1 , 1 - t l   0.51  0.13  3.80 
Mean Log-Likelihood : -86.97    Sensitivity: 0.54 




Data Frequency: Bi-weekly, maintenance period. 
 
 
 Table 2: Estimates for the Ordered Probit Model 
 
Sample 1: 4/11/1984-11/1/1989 
 
Variable  Coefficient  Std. Error  z-Statistic  Prob. 
D FFRT t-1  1.22  0.58  2.10  0.04 
BRX t-1  -5.79  2.24  -2.59  0.01 
|FFR-TB6|t-1  -1.35  0.51  -2.66  0.01 
SFFRTDR t-1  0.55  0.27  2.05  0.04 
Limit Points 
LIMIT_2  -1.97  0.41  -4.87  0.00 
LIMIT_3  -0.89  0.35  -2.52  0.01 
LIMIT_4  -0.48  0.34  -1.40  0.16 
LIMIT_5  1.19  0.38  3.15  0.00 
Log likelihood        -71.75672 
 
 
Sample 2: 11/15/1989-3/24/1999 
 
Variable  Coefficient  Std. Error  z-Statistic  Prob. 
|FFR-TB6|t-1  -3.98  1.45  -2.75  0.01 
SFFRTDR t-1  6.07  2.02  3.00  0.00 
SPRFFRT t-1  5.22  1.89  2.76  0.01 
DFFRTDR t-1  0.03  0.01  2.10  0.04 
Limit Points 
LIMIT_2  14.15  5.55  2.55  0.01 
LIMIT_4  17.50  5.97  2.93  0.00 
LIMIT_5  21.75  7.54  2.88  0.00 


































Note: Sample 2 contains no changes smaller than 25 basis points in absolute value. Thus, the 
category, "change of size 0" is dropped and therefore only 3 limit points are necessary.Table 3: Estimates for the Logit Model based on Kuttner’s Federal 




Variable  Coefficient  Std. Error  z-Statistic  Prob. 
C  -3.27  0.36  -9.01  0.00 
|Anticipated|  10.36  1.69  6.14  0.00 
Log likelihood     -65.13  Sensitivity     = 0.88 





1)  Dependent Variable: Binary indicator of changes in the target. 
2)  |Anticipated| is the absolute value of expected changes in the Federal funds rate 
target calculated from the Federal funds futures market using Kuttner's 
methodology. 
3)  The sample period includes 36 changes in the Federal funds rate target from 


























 Table 4: Hypothesis tests on the effects of market expectations on term rates 
 





1 : K1,1 = 0  
2.  H0
2 : L1,1 = L1,0 = 0  
3.  H0
3 : L1,1 = L1,0  
4.  H0
4 : L0,1 = 0  
 
Pre-1989 Sample (ACH/OP Forecasts) 
  p-value 
Hypothesis  3-month  6-month  1-year  2-year  5-year  10-year  30-year 
H0
1 : K1,1 = 0   .92  .96  .93  .62  .78  .88  .86 
H0
2 : L1,1 = L1,0 = 0   .00  .00  .00  .00  .00  .00  .01 
H0
3 : L1,1 = L1,0   .50  .49  .66  .90  .92  .97  .97 
H0
4 : L0,1 = 0   .52  .89  .78  .61  .58  .49  .26 
 
Post-1989 Sample (ACH/OP Forecasts) 
 
  p-value 
Hypothesis  3-month  6-month  1-year  2-year  5-year  10-year  30-year 
H0
1 : K1,1 = 0   .20  .04  .00  .00  .00  .01  .01 
H0
2 : L1,1 = L1,0 = 0   .00  .00  .00  .00  .00  .01  .07 
H0
3 : L1,1 = L1,0   .52  .41  .83  .83  .97  .56  .69 
H0
4 : L0,1 = 0   .91  .35  .07  .03  .04  .05  .06 
 
Post-1989 Sample (Kuttner Forecasts) 
 
  p-value 
Hypothesis  3-month  6-month  1-year  2-year  5-year  10-year  30-year 
H0
1 : K1,1 = 0   .00  .00  .00  .00  .00  .00  .00 
H0
2 : L1,1 = L1,0 = 0   .00  .00  .00  .00  .07  .22  .34 
H0
3 : L1,1 = L1,0   .02  .11  .10  .34  .26  .09  .16 
H0
4 : L0,1 = 0   .63  .22  .10  .10  .14  .13  .11 
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